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We have ccnsidered your applicationforexanption £ran Federal income 
tiU: as an organization descriOed in section 501(c)(3) of the Internal 
Rec.enue Ccde of 1954 . 

The information suhnitted discloses that yocl were incoqxx-atcci under 
the non-profit corporation laws of the State of ********** on **** *** 
****. 

Your Corporation's p u q a e  is stated in Article SEc'W;D B .  of ;'ou:- 
Articles of Incorporation. That  provision reads as Eollc~s: 

"B. The specific and primary p-pose is to oprate a non-?rr>fi: 
foundation to provide a scholarship Eund for yoang wc.m?n 
(17-23) throughout***********. And, to faster and assist 
the developnent of more scholarship funds for young :.r'men." 

Your corporation's acti~ities are s w r i z e d  in Fom 1023 Part [TI .!. 
That surrmary reads, in prt, as follms: 

"1. Monthly meetings of the Board of Directors. 
2. Monthly meetings of Scholarship b r d .  
3. Contacts both personal m d  by nail to corprations and 

individuals for solicitation of funds 
4. Contacts with civic organizations and schools to 

distribute information about the availability of 
scholarship." 

In an attachment to Form 1023 labeled "Eshibit A" you outline the 
factors used in selecting the recipients of y o u  scholarship grants. That 
outline reads, in part, as follcws: 

"(1) U.S. Citizen (2)*********** resident 
( 3 )  Fanale (4) Unmarried. . . . 
(5) Age 17 to 23 inclusive. . . (6) Able to maintain a 

a G.P.A. . . . 
"Passing" or better. 
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S c h o l a r s h i p  m u n t s  w i l l  v a r y  f r m  $250.00 t o  $5,000.00. The Schol- 
a r s h i p  Beard w i l l  cons ide r  the f o l l a f i n g  i n  a d d i t i o n t o  academic achieve-  
ments.  

(1) Ccmr;unity service and c o n t r i b u t i o n .  
( 2 )  In t e rv iew w i t h  S c h d l a r s h i p  Board. 
( 3 )  T a l e n t s  . . . 
[ 3 1 IIOra? p r e s e n t a t i o n .  " 

In  a l e t t e ~  flat'* * * *  *  **** we r e q ~ e s t c d  a d d i t i o n a l  informat ion  
g-tlmut your o ~ r c ? t i o i !  s2 w e  could de tenn in?  your proper  t3x exempt s t a t u s .  
Cl;e r ece ived  yolx w r i t t e n  re::pnse t o  t h a t  r e q u e s t  on ****** **  ****. 

Ne asked you t o  state t h e  h m u n t  of weight  t k ~ a t  would be p lacea  nn 
each  of t h e  fo l lcwing s c h o l a r s h i p  s z l e c t i o n  f a c t o r s :  ( a )  academic 
achieve-wnts ,  ( 5 )  cormn;nity sen7ice ad c o n t r i b u t i o n ,  ( c  1 i n t e rv iew,  
( d )  p u b l i c  demeanor and appearance e.nd ( e t.aletlt. You r e s p n d e d  as 
fo l lows :  

"208 each ca t agory" .  

! Ige asked you t o  e x p l a i n  what you meant by t h e  term "academic achieve-  
r :  s . You r e s p n d e d  a s  £01 lcws : 

! :i'E asked you to  e x p l a i n  what p u  ireant by " p u b l i c  demeanor and appear- 
i{ :re". You resymnded, i n  p a r t ,  a s  fo1lcx.l~ : 

"Tlle tern1 " p u h l i c  dalefinor and ap[xaranceU are s e l f  exp lana to ry" .  

r* asked i f  lTou would sponsor  a t x a l ~ t y  p q e a n t  o r  a s i m i l a r  even t .  
You r e s p o n d d  a s  f o l l m s :  "No". 

I\;c askcd i f  you would s p n s o r  m y  c ~ ~ c n t  where your s c h o l a r s h i p  
c a n d i d a t e s  o r  r e c i p i e n t s  w u l d  apysar. You rcsyonded a s  f o l l m s :  "No". 

In  a letter d a t e d  ****  **  **** we reques ted  a d d i t i o n a l  c l a r i f i c a -  
t i o n .  You r e s p n d ~ d  t o  t h a t  r c q e s t  i n  a letter d a t e d  ****** *  ****. 

We asked f o r  a s t a t - w e n t  of r e c e i p t s  and e x p n d i t u r e s  f o r  t h e  yea r  
ending ******* **  ***1. The s t a t emen t  suhittxl i n c l u d e s  t h e  fo l lowing 
expend i tu res  : 

"Product ion s h m s  $******* 
S o c i a l  A h i n s t r a t i v e  ******* 
,\wards * * ****** 
Wardrok/cos  tuxes ******  

\\k asked £01- a s t a t w e n t  of r e c e i p t s  and c x p n d i t u r e s  f o r  the yea r  
ending ********  **  ****. The s t a t e r w n t  suhnitt~d i n c l u d e s  t h e  fo l l cwing  
e'upcndi t u r e  : 



*** **** * * * * * * * *  * * * *  * * * * * * * * *  
********** * * * * * * * * * 

"Product ion shows $********* 

W e  asked i f  any o f  t h e  r e c i p i e n t s  of  your s c h o l a r s h i p  awarcls i n  **** 
and i n  **** had p a r t i c i p a t e d  i n  a beauty  p g e a n t  or a s i m i l a r  even t  i n  
e i t h e r  of  t h o s e  yea r s .  You d i d  n o t  r e s p n d  to  that reques7-. 

S e c t i o n  jOl(c) of t h e  I n t e r n a l  Revenue Code of 1954 d i s c r i h e s  c e r t a i n  
o r g a n i z a t i o n s  exempt £ran i n m n e  tax under s e c t i o n  5 O l ( a )  and r eads ,  i n  
p a r t ,  as  fo l lows:  

" ( 3 )  C o r p r a t i o n s ,  any  L-omnunity c h e s t ,  Eund, or founc1,~tion 
c rgan ized  and o p r a t e d  e x c l ~ s i v ~ l y  for re1 igi.ous, c h a r i  t a l ~ l e ,  
s c i e n t i f i c ,  t e s t i n g  f o r  @lit s a f e t y ,  l i t e r a r y  or educat ional  
purposes,  or to  f o s t e r  n a t i o n a l  o r  i n t e r n a t i o n a l  amateur sp r t s  
ccmpc t i t i on ,  ( b u t  on ly  i f  no p r t  of i t s  a c t i v i t i e s  i nvo lve  the 
p r o v i s i o n  of a t h l e t i c  f a c i l i t i e s  or q u i p r e n t ) ,  or Eor the !)re- 
ven t ion  of c r u e l t y  t o  c h i l d r e n  or animal;, n o  part of the net: 
e a r n i n g s  of which i n u r e s  to the l x n e f i t  of any p r i v a t e  snare-  
ho lde r  or i n d i v i d u a l ,  no substantial part of t h e  a c t i v i t i e s  ~f 
which is  c a r r y i n g  o n  propaganda, or o the rwise  a t t empt ing  t-o 
i n f l u e n c e  l e g i s l a t i o n ,  e x c e p t  a s  o therwise  provided i n  sub- 
s e c t i o n  ( h ) ,  and which d w s  no t  prticipate i n ,  or i n t e r v e n e  
i n ,  ( i n c l u d i n g  'he p u b l i s h i n g  or d i s t r i b u t i n g  of s t i ~ t m n t s ) ,  
any p l i t i c a l  c,?rnpc~iqn on +half  of any candid at.^ for  jz~.:h! ic: 
o f f  ice. " 

To q u a l i f y  f o r  excmption under s e c t i o n  561 (c )  13 ) , an o r y a n i z a t i c n  has  
the burderl of showing t h a t  it is organized  and ope ra t ed  e x c l u s i v e l y  f o r  t h e  
purposes of t h a t  C a l e  S e c t i o n .  An o rgan iza t ion  applyi.ng f o r  exwnption 
has the burden o f  proof to  shcw t h a t  it s a t i s f i e s  the r q i i r m n t s  for 
exempt ion .  

For example, i n  Bubblin5 W l l  Church of Universal  Love, I n c . ,  11. 

Ccrmci.ssioner, 74 T.C. 531 I1980), t h e  c o u r t  he ld  t h a t  a r e l i g i o u s  organ- 
i z a t i o n  was n o t  e n t i t l e d  +Q exenpt ion  under s e c t i o n  5 0 1 ( c ) ( 3 ) .  The 
o r g a n i z a t i o n  d i d  n o t  f u l l y  d i s c l o s e  t h e  n a t u r e  of i t s  ope ra t ion .  I t  d i d  
n o t  s h m  t h a t  it was organized  m d  ope ra t ed  e: tclusively f o r  r e l i g i o u s  
p u r p s e s  . 

I n  o r d e r  t o  q u a l i f y  f o r  exenpt.ion under s e c t i o n  5 0 1 ( c )  ( 3 ) ,  an organ- 
z a t i o n  must s h m  t h a t  its a c c i l - i t i e s  Teme one or more of t h e  purposes o f  
t h a t  Code Sec t ion .  S c h o l a r s h i p  ray scme a n  educa t iona l  purpose or a 
c h a r i t a b l e  purpose.  

For  example, Rev. Rul. 66-103, 1966-1 C.B.  134 he ld  t h a t  ar, organi -  
z a t i o n  that a i d e d  s c h o l a r s h i ?  g r a n t s  s c m e d  a c h a r i t a b l e  purpose and was 
e n t i t l e d  t o  exemption under S e c t i o n  5 0 1 ( c ) ( 3 ) .  The g r a n t  r e c i p i e n t s  were 
s e l e c t e d  ( i n  part) on t h e  basis of need. Rev. Rul. 69-257, 1969-1 C.B.  
151 h e l d  t h a t  a n  o r g a n i z a t i o n  that awarded s c h o l a r s h i p  g r a n t s  s e rved  a n  
educa t iona l  purpose and w a s  s e l e c t e d  on t h e  basis o f  academic achieverrent.  

An o r g a n i z a t i o n  m y  n o t  ke exempt untler s e c t i o n  5 0 1 ( c )  ( 3 )  i f  it is 
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p r k i l y  engaged i n  awarding "scholarship" g ran t s  t h a t  do not  serve  an 
exanpt purpose. 

For example, i n  Miss (;eorgiz Scholarship F h d ,  Inc.  V Canmissioner 
72 T.C. 267 (1979) t h e  court held t h a t  an  organizat ion t h a t  awarded 
"Scho1arshi.p~" t o  beauty pageant con tes tan t s  was no t  e n t i t l e d  t o  exemp- 
t i o n  under s ec t i on  501(c)  ( 3 ) .  The "Scholarships" i n  quest ion were 
awarded i n  considera t ion of c e r t a i n  contractual  ob l iga t ions .  They d id  
not  se rve  ~m exempt purpose. 

The information s d m i t t e d  by you concerning your oyxration has been 
vague and zan t rad ic to ry .  You have s t a t e d  t h a t  you clo not  s p n s o r  a 
beauty pageant o r  any event  where your scholarship   recipient.^ appear. 
Hawcver, your s ta tements  of r e c e i p t s  and expenditures f o r  **** and f o r  
**** shcw expenditures f o r  "production s h m s "  and fok "wardrok/costumcs". 
These expenditures suggest  t h a t  you do i n  f a c t  sponsor or s a p p r t  such  
an  event .  

You have f a i l e d  t o  f u l l y  d i s c l o s e  mater ia l  a s p x t s  of your opera- 
t i o n .  We asked i f  any of your schoiarship  r ec ip i en t s  i n  **** o r  i n  **** 
pa r t i c i pa t ed  i n  a bea l~ ty  pageant o r  a s imi la r  event .  You d id  not raq-find 
t o  t h a t  request .  

An ana ly s i s  of t h e  f a c t o r s  used t.0 select your scholarship  rccip- 
i 3 1::: .; :;acjtjl 'st:; t11.1 t those awards CIC) no t  serve an d u c a t  i on,] 1 or ,7 

c h a r i w l e  pulpose. S e d  plays  no r c l e  i n  t he  s e l ec t i on  process. Acad- 
emic a c h i e v m n t  is only a minor f a c to r .  Instead such f a c t o r s  a s  a p p a r -  
ance , pub1 ic  demeanor, t a l e n t ,  interviews and o r a l  presenm t i o n s  weigh 
heavi ly .  These f a c t o r s  a r e  m n l y  used t o  select beauty pqeant 
wimers . 

Your organizat ion i s  no t  e n t i t l e d  t o  euenption frcm Federal inconl> 
tax under s ec t i on  5 0 1 ( c ) ( 3 )  of the In te rna l  Revenue Ccde of 1354 because 
you have no t  f u l l y  d i sc losed  the nature of your operateion and because 
you have not  shown t h a t  your a c t i v i t i e s  serve one or more of t he  p u r p s e s  
of t h a t  Ode Sect ion.  

You a r e  required t o  f i l e  Federal income tax re tu rns  amual ly ,  with 
your d i s t r i c t  d i r e c t o r .  

A s  provided by s ec t i on  6104(c)  of the In te rna l  Revenue C d e  of 1354 
and t!~e app l icab le  regu la t ions ,  t h e  appropr ia te  S t a t e  o f f i c i a l s  a r e  being 
n o t i f  i.& of  our determination.  

If you a r e  i n  agreement wi th  t h i s  proposed c l e t eq ina t i on ,  we  request  
t h a t  you s i g n  and r e t u r n  t h e  enclosed agreement  om' 6018. Please  note 
the i n s t r u c t i o n s  f o r  s ign ing  on t h e  reverse  s i d e  of t h i s  form. 

I f  you a r e  not  i n  ag r emen t  wi th  t h i s  proposed determination,  we 
r e c m f i d  t h a t  you request  a hearing wi th  our o f f i c e  of Regional Director  
of  Appeals. Your rewest f o r  a hearing should include a wr i t t en  a p p n l  
g iv ing  t h e  f a c t s ,  a and any other i r d o m t i o n  t o  s u p p r t  your p s i t i o n  
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a s  explained in the enclosed Publication 892. You w i l l  then be cont~cted 
t o  arrange a date for  a hearing. The hearing may be held a t  the office 
of Regional Director of ?.p~i: ls  o r ,  if you request, a t  a mutually conven- 
ient  District Office. A self-addressed envelope is enclosed. 

I£ we do not hear fran you within 30 days £ram the date of th is  
l e t t e r ,  and you do not protest this proposed determination i.n a time1.f 
m e r ,  it w i l l  be considered by the Internal Revenue Service a s  a 
fa i lure  t o  exhaust available administrative rernedies and will then \be- 
cane our f inal  detern~ination. 

Sectio.1 7428(t) ( 2 )  of the Internal Revenue Ccci? ;.~:jrc;;:itics 1.n ?,+;-: 
that ,  "A dzclaratory judgment c)r decree under this section sli~11. r:oc ,:;- 
issued i n  any proceeding unless the Tar. Court, t ! ~  C o i ~ r t  o f  C l ~ ~ i . m s ,  or 
the d i s t r i c t  court of the United States for the District i l i  Lolumbia 
deternines that the orcjanizatior, involvml has e:ch;tustcd ,~;ck:iiiic:.rati~;.: 
r d i e s  available to it w i t h i n  the Internal H ~ - . T P ~ : I P  S ~ > r i l . c c ~ ' '  . 

District Director 

 closures : 
Publication 892 
Form 6018 


